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OATH OR AFFIRMATION

I

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Thomas E. Stem , swear (or affirm) that, to the best of

]

optionsXpress, Inc. , as

of December 31, , 20 07 , are true and correct. | further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

0 e ]
$ “OFFICIAL SEAL” Qémm _é zﬂ@g
E, RONALDL.WETZEL Signature
# NOTARYPUBLIC, STATEOFILLINOIS
$ MyCommission Explres.Juns?2, 2008 Chief Financial Officer
Title

Rrrold z,% /,
Notary lic

This report** contains (check all applicable boxes):

(a) Facing page.

B (b) Statement of Financial Condition.

& (c) Statement of Operations.

(d) Statement of Cash Flows,

B (e) Statement of Changes in Stockholder’s Equity.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

B (g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

() Information Relating to the Possession or Control Requirements Under Rule 15¢3-3,

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule t5¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

00 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

B () An Qath or Affirmation,

O (m) A copy of the SIPC Supplemental Report.

0O (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous
audit.

(o) Supplementary Report of Independent Auditors on Internal Control.

(p) Statement of Segregation Requirements and Funds in Segregation for Customers’ Regulated Commodity Futures
Accounts.

B (q) Statement of Secured Amounts and Funds Held in Separate Accounts for Foreign Futures and Foreign Options

Customer Pursuant to Commission Regulation 30.7.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3). S




Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholder
optionsXpress, Inc,

We have audited the accompanying statement of financial condition of optionsXpress, Inc. (the
Company), a wholly owned subsidiary of optionsXpress Holdings, Inc., at December 31, 2007,
and the related statements of operations, changes in stockholder’s equity, and cash flows for the
year then ended. These financial statements are the responsibility of the Company’s
management. Qur responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audit
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s intemal control over financial reporting,
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of optionsXpress, Inc. at December 31, 2007, and the results of its
operations and its cash flows for the year then ended, in conformity with U.S. generally accepted
accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I, II, III, IV, V, and VI is presented for
purposes of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934
and regulations under the Commodity Exchange Act. Such information has been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Ol
Chicago, Illinois
February 26, 2008
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optionsXpress, Inc.

Statement of Financial Condition

December 31, 2007

Assets

Cash and cash equivalents $ 43,555,445
Short-term investments 71,700,000
Cash segregated in compliance with federal regulations 598,332,035
Receivables from brokerage customers, net 207,378,307
Receivables from brokers, dealers, and clearing organizations 37,196,126
Deposits with clearing organizations 28,334,059
Fixed assets (net of accumulated depreciation and amortization of

$8,731,153) 12,823,204
Goodwill 28,537,059
Other intangibles assets, net 3,600,000
Other assets A 3,710,860
Due from Parent 5,918,495
Due from affiliates 795,917
Total assets $ 1,041,881,507
Liabilities and stockholder’s equity
Payables to brokerage customers $ 850,578,970
Payables to brokers, dealers, and clearing organizations 8,002,322
Accounts payable and accrued liabilities ‘ 12,787,427
Current and deferred income taxes 1,628,448
Due to affiliates 1,161,333
Total liabilities 874,158,500
Stockholder’s equity
Common stock, $0.01 par value, 25,000,000 shares authorized;

1,000 issued and outstanding 10
Additional paid-in capital 107,549,287
Retained earnings 60,173,710
Total stockholder’s equity 167,723,007
Total liabilities and stockholder’s equity $ 1041,881.507

See accompanying notes.
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Supplementary Report of Independent Registered Public Accounting Firm on
Internal Control Required by CFTC Regulation 1.16 and SEC Rule 17a-5(g)(i)

The Board of Directors and Stockholder
optionsXpress, Inc.

In planning and performing our audit of the financial statements of optionsXpress, Inc.
(Company) at and for the year ended December 31, 2007, in accordance with auditing standards
generally accepted in the United States, we considered its internal control over financial
reporting (intemal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express
an opinion on the effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding customer and firm assets. This study included
tests of compliance with such practices and procedures that we considered relevant to the
objectives stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate debits and net capital under Rule 17a-
3(a)(11) and the reserve required by Rule 15¢3-3(e)

2. Making the quarterly securities examinations, counts, verifications, and comparisons,
and the recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System

4. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3

In addition, as required by Regulation 1.16, of the Commodity Futures Trading Commission
(CFTC), we have made a study of the practices and procedures followed by the Company,
including consideration of control activities for safeguarding customer and firm assets. This
study included tests of such practices and procedures that we considered relevant to the
objectives stated in Regulation 1.16 in making the following:

1. The periodic computations of minimum financial requirements pursuant to
Regulation 1.17
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2. The daily computations of the segregation requirements of Section 4d(a)(2) of the
Commodity Exchange Act and the regulations thereunder, and the segregation of
funds based on such computations '

3. The daily computations of the foreign futures and foreign options secured amount
requirements pursuant to Regulation 30.7 of the CFTC

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraphs. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls, and of the practices and procedures referred to in the
preceding paragraphs, and to assess whether those practices and procedures can be expected to
achieve the SEC’s and CFTC’s above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reasonable but not
absolute assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial
statements in conformity .with generally accepted accounting principles. Rule 17a-5(g) and
Regulation 1.16(d)(2) list additional objectives of the practices and procedures listed in the
preceding paragraphs.

Because of inherent limitations in internal control and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the
entity’s internal control. A material weakness is a significant deficiency, or combination of
significant deficiencies, that results in more than a remote likelihood that a material misstatement
of the financial statements will not be prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first, second,
and third paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. We did not identify any deficiencies in internal control and
control activities for safeguarding securities and certain regulated commodity customer and firm
assets that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the

second and third paragraphs of this report are considered by the SEC and CFTC to be adequate
for their purposes in accordance with the Securities Exchange Act of 1934, the Commodity
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Exchange Act, and related regulations, and that practices and procedures that do not accomplish
such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures,
as described in the second and third paragraphs of this report, were adequate at December 31,
2007, to meet the SEC’s and CFTC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the CFTIC, the Chicago Board Options Exchange, and other regulatory agencies that

rely on Rule 17a-5(g) under the Securities Act and/or Regulation 1.16 of the CFTC in their
regulation of registered broker-dealers and futures commission merchants, and is not intended to

be and should not be used by anyone other than these specified parties.

Chicago, Illinois
February 26, 2008

0711-0884394 - e&g




